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mists and the Supreme Court pnerally aaree that preda&ory priciDa iI aalibly
to succeed because Ihere illiIIle pwantee of succeaful~. because
rivals can also incur losses in anticipation of future profits. IDd because DeW

earrants will appear if prices are raised after the eUtiq CCMIlpICiIors have
elited the industry.90 Moreover. it is diffICult in practice to diIdDpiIh low
competitive prices from predatory prices and to distiDauilh low IlII'DiDp from
predatory losses.tI

The scenario of CfOII-lubsidizatiOD and preda&ory )lI'iciDa pows
increasm,ly implausible when one considers that the inrerLATAudequipment
markets the RBOC would enter bave multiple iDcumbeat IUIppIiers with
subscantial capacity. ID the imerLATA market particulvly. III)' ........ by aD
DOC at predatory pricq would be futile because AT&T. Mel, ad Sprint
all have substantial capacity. Furthermore. the durability IDd upandina
IlaDSmission capacity of fiber-optic cable would make it impouible for aD
RBOC to restrict industry output and raise prices above iDcremeacIl COltS

dunn, the recoupment phue of the predation scenario. Even in me unlikely
event that an RBOC could drive one of the three larle imere1CbaDp carriers
into bankruptCy. the fiber-optic transmission capacity of that CItrier would
remain intact. ready for another firm to buy the capacity at a disIreu sale and
immediately undercut the RBOC's noncompetitive prices.1D shan. aD RBOC
enl..inl in predatory pricing in the interLATA market could not expect to
recoup its investment in sales made below incremental cost.

Even ifone were to accept the predatory pricing &rJUIIlem, the coanection
made to the possibility ofcross-subsidization is fundamentally flawed. IfiDdeed
an RBOC believed that it could enter a line of business profilably by iDitially
incurrin. losses and then eliminating rivals aDd recoupin. profils. it could
certainly do so by raising the requisite funds from investors. Tbrou&b the
normal functioning of the capital markets. investors will fund a buliDess that
is anticipated to be profitable. and cross-subsidies from one line of business
to another are not needed. The view that an RBOC would cross-subsidize what
would otherwise be aprofitable business ventUre is therefore incorrect. because
it is ilnores the willingness of investors to fund the venture and thereby share
in its returns.

90. IIOllke Gtaup Lu1. v. Blowe I: wuu.- TaIlIcco Corp.• 113 S. Ct. 2511 (1993);
NIIIlIIIlira 1Iec. 1JIdus. Co. v. z.ith WiD Corp., 4" U.S. "4. 519 (1916).

91. 1M Bou. IJII1'D .. 70, • 1....155. For a M'Vey 01 ......~ ',... D .... 01
pnlllIIioa. _ ...... A. 0nIDver I: GInb SIIaMr.~.1tI~ _ AIIIUnaI. III I
IWlDIooIt OF lNDusnw. o-OAI'llZATION 537~ $dImalea_1: ItabIrt D. WUIia•• 1919)
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D. Competition in the Local &c1tIInre liM 1tMIIICId the 1'rrJjIu WIllI MUch
the RBOC Could Croll-Sltbsidizt OtMr 1IaIIIteue'

This Article has already stated that Ibere is BO ecoaomic iDceDtive for aD

RBOC to cross-subsidize entry into adler liDeI ofbuaiftess, wbedaer or DOt the
other businesses are expected to be profitable. Even ifone were to believe dw
sucb iDcentives existed, any concerns should be llIayed by die powiaa
competition in the local loop. The sipificant level of compecition in tbe local
loop reduces or eliminates dle DOC's economic proftIs lbat could be divened
to other activities. This does not mean that tbe UOCI are not CUI'I'IIIdy
profitable. The accounting profits earned by abe IBOCs may iDclude a ncum
to their shareholders for me cost of capital. RIIber, me RBOCs' ICODOIIlic
profi1s, which represent eamings above the COlt of capital and ocber costs, are
controUed by the actions of actual aDd potential competitors. Furdlermore, the
RBOCs face regulatory controls on prices or flIeS of recum dial funber limit
their profits.

The presence of competition in local telecommunications markets.
moreover, will eventually eliminate any CI'OII...ubsidiel that JOVerIUIlenta1
authorities have built into the existing repIatad rate scructure, sucb u the
subsi.tion of residential customers by busiDeu customers.f'J If compecitors
are as efficient as the RBOCs, then the DOC c:aanot set che price for any
service at a level above the stand-alone COIU of providina dW service. If an
RBOC attempted to do so, a competitor could profitably enter that IIlIJ'bt and
provide the service on a stand-alone basis or ia conjUlldion with other services.
If the competitor is more efficient than the RBOC. which is eenaiD1y possible
liven the rapid pice of teehnolo,ica1 advances in telecommunications, che
RBOC cannot price its services at or above the efficient stand-alone costs.

E. 1MRBOCsAre UnliJcely to Use OtherLiM, o/1huineuto SMlter1n&0fM

Anocher variant of the cross-subsidy argument asserts dial if the ame.:of­
business restrictions were lifted, an RBOC would use cross-subsidies to shelter
income from the regulated local loop by traDSferrin& it to its unregulated
equipment business, by setting above-market traDSfer prices for its self­
manufactured equipment. In states in which the RBOC is regulated usmc price­
caps or adler incentive-bued regulations, there is no incentive for such income
transfers to take place. as die RBOC's earniqs are not controDed. In swes
that still use rate-of-retum reaulation, various controls canprevent such iDc:ome

92. OIl till dim....... of C'I'CIII-IIIbIi b)' ca., !dun ill C I I hie ...... _ BAUMOL
IT AL..,.._ la. 1&202.
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austen. States that have not yet done so could Idopt iDceaDve-bued
rqulations. In addition, dte SIIf.eS could apply equallCClll aDd competitive
biddina reauIations, for example mandatina that the DOC obtain competitive
bids for equipment, thereby forcinl it to bid ..ainst ocher equ.ipmeIIt auppliers.

Due to the minimum efficient scale of DWluf'ac:turiaa such sopbiIticated
CIlecommunications equipmeat as c:enttal office switchea, it iI ualibly that an
RBOC would find it profitable to produce only enoup equipmllll to IIdsfy
its own needs. The RBOC's need to sell equipment to uaaffiI.iIled tbird puties
would therefore provide reauJaton an objective mouure of &be competitive
price for such equipment. lD ... with rate-of-recum repIIrion, replaton
could readily observe wbecber the RBOC's iIarnal tl'Ulfer price for the same
equipment exceeded the market price. Rqulators coa1d Il1o obIerve the
compecina prices of other muufacturers as furtber eYideDCe of the IIIII'ket
value of such equipment.

Finally, an RBOC cannot use income transfers to Ibelter iDeome, because
such nnsfen would raise the COltS ofprovidq local excbaDle serviceI above
competitive levels. The RBOC would then lose c:ustomen to exiltiq and
potential competiton in the local loop. Active competition in the local loop
requires an RBOC to control its costs, which would be i.aconsilteDt with above­
market transfer prices for equipment and other services.

V. Eliminatina the MFl's Line-of-Business ReatrictioDS Would Enbance
Economic Efficiency and Serve the Public Interest

Entry of the RBOCs into the provision of iDterLATA services IDd the
manufacture of telecommunications equipment would enbaDCe competition in
those markets. The line-of-business restrictions are rqularory barriers to entry
that protect existing firms in the interLATA and equipment markets. Thus, for
the DOCs the line-of-business restrictions are incumbent burdens that DOt only
restrict the competitiveness of the DOCs in the local loop. but also live an
advantage to new entrants in that market who can exploit a broider l'IDIe of
technologies in their service offerings and design of local networks. Allowing
the DOCs to enter the interLATA and equipment markets would enhance
efficiency and stimulate innovation.

A. DOC Provision ofInterUTA ~rvices

Allowing the RBOCs to enter the iJlterLATA market would enhance
economic efficiency in at least four ways. First, there Ire likely to be
efficiency pins from the joint provision of access and illrerexcbanle services
that arise from the use of common inputs, such as switching facilities. AT&T's
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multi-billion-dollar acquisition of McCaw Cellular, as wen as MCl's intention
to integrate into the local telecommunications market, imply that the companies
expect such efficiency gains to be substantial. These kinds of pins from
vertical integration are called "economies ofsequence."" The RBOCs' entry
into the interLATA market would allow them to exploit any potential
economies ofsequence between either local exchan,e and interLATA services
or between intraLATA and interLATA services. To deny the RBOCs entry
into the iDterLATA market would be to deny consumen the savings from the
cost efficiencies that such a combination would entail.

Second, to the extent tbatjoint production yields economies of sequence,
effective competition apinst Yertically imegrated firms in iDterexclwIIe servic­
es, primarily AT&T-McCawaad MCI, may require a rival to be similarly
vertically intearated.lfthe MFJ'sline-of-busmess restrictions wereelimiDated,
an RBOC could not only pursue alliances and resale arran,ements with other
carrien in the interLATA market, but could also extend its existinl network
for intraLATA toU services to provide interLATA service within its resion.
The result of such an extension would be enhanced competition in inter­
excban,e services.

Third, the RBOCs brio, considerable technical and business expertise to
the provision of interexchanJe services, which should serve to enhance
efficiency in the interLATA seJ11lent of the market. The RBOCs possess
technical and management experience in operatinl 1arJe telecommunications
netWorks. In particular, with more than twice the fiber miles of the
interexchanle carrien, the RBOCs have teehnololical expertise in fiber-optic
transmission, which is the backbone of the interexchange system."

Fourth, if the RBOCs were allowed to offer interLATA services, those
that chose to do so would be able to apply their technological experience to
research and development. The RBOCs briq experience in swit.c:hina,
providin, access to long-distance services, and operatina telecommunications
netWorks. Each of these skills can be applied to innovation in interexchanae .
services. Since access, switching, and transmission teehnolOlies continue to
evolve, multiple research approaches are desirable. Continuinl to forbid the
RBOCs from providina interLATA services would therefore deny coJlSUJllen
some of the dynamic efficiencies that result from rivalry in teebnololical
innovation.

Continuing to bar the RBOCs' entry into inrerLATA services would
impede the achievement of cost effiCiencies, reduce the dynamic efficiencies
from innovation, and deprive consumen of the benefits of increased competi

93. SPULUa. gpna .... 4, II 111-20.
94. 1111992. lIle RBOCs IIId 4.111,327 filler milia•• CIIIIIIIINd widl2,412.100 ftbIr .... tar

III of die iIIIerucbInae canien. bAUSHMa, IIIf1'D IIllte 63. II 6, 15.
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don. Oearly, it is in die public interest to eliminale this u..of-business
restriction. The interexchallle market is substantial. TOIal toO service reYenues
of the lona-distanc:e camers exceeded. fifty-five billion cIoDan iD 1991." The
..-ket's size alone iI sufficient to emphasize the public interest in opemn, the
IDII'ket to formidable competitors possessinl hipty specialized teehDoloaical
expertise. Increased domestic: competition will create efficie.- aDd iDDoVltive
COIIIpanies. Thil can be expected to eDhance the competitive posiCion of
American companies in the larle iDtemationa111eJecommUDiclDons market.

Lonc-distance telecommunicldons services are aJao clolely reWed to the
development ofteehnololY for theaccess, transmission,lDdswiIdaina facilities
required for the so-called information superbiahway. 1'bMe iIartoanectina
telecommunications networks are expected to improve the productivity and
competitiveness of American industry and provide a variety of consumer
beDefits." ContinuinB to bar the RBOCs from 0IUrinI 1be iDrerLATA
market, bowever, could reduce the industry's speed and effectiveness in creat­
inllhese superhighways.

B. RBOC Manuftu;turt of Ttltcomnwnications Ef/.llipnwl'll

E1iminatinl the line-of-business restriction for equipment maDUfacIurinI
would also enhance economic efficiency. Entry into equipment IIIIIIUfacturi.
would allow the RBOCs to exploit their knowJed,e of the~ of
the local exchanle and to produce equipment dIat Idd:reaeI needs that the
RBOCs are uniquely able to discern. The RBOCs brinlloDJ experience from
buildilll and operatinl the local exchan,e that would be useful in equipment
manufaeturinl, particularly in the areas of central-office switchiq and in
transmission equipment. Given their experience in fiber-optic tnDSmission. the
DOCs could also contribute to the market for fiber-optic equipment.

As with interLATA services, entry into equipment IIWlUfacturiDI by the
RBOCs would enhance dynamic efficiency. The RBOCs that entered the equip­
ment manufacwrina industry would be able to apply tbeir teebnoJoaical
experience to research and development. As this Article has already empha­
sized in the context of the interLATA restrictions. because rapid teebDOloJical
change continues to occur in the telecommunications industry, rivalry mODI

95. JlIDElAJ. COMMUNICATIONS COMM'N. STAnmc:s Of COWMUMICATIllNS ee..wotf CAUIIIS
6 (1991·92 Ill.).

96. 5eeNATIONAl. TII..IcOMMIJNICATIONS ANDItlFo. ADMIN., U.S. DIP'TOfOlMNlaa. 20120
VISION: TME DEVELOPMENT OF A NATIONAl. INFolMATION IMnASftUCTUU (1994), for clilcuuiou
fA till NaIioIIallDformllioa IDfrutrIICt\Ire IIld die -lDt'0I'IIIIIi0D Superllipway••
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firms in their research and development efforts is desirable. This is equally
true reprding telecommunications equipment.

Because the RBOCs' entry into equipment manufacturing could be
expected to yield dynamic efficiencies from innovation, U well u benefits
from increued competition, it is in the public interest to eliminate this line-of­
business restriction. The increased sales of American producers in the
international market for telecommunications equipment could improve the
United States' balance of trade. In addition, by their entry into equipment
manufacturing, the RBOCs could contribute to the development of switching
and transmission technolOl)' crucial for building information superhighways.
h is therefore clear that eliminatina the MFJ's line-of-business restriction on
equipment manufacturing would advance the public interest.

Conclusion

There is no economic basis for continuina to forbid the RBOCs from
providina interLATA services and manufacturing telecommunications
equipment. The main UJUIDents in support of the MFl's line-of-business
restrictions no loftier apply to Ioca1 exchange telecommunications. First, u
a consequence of technoloJica1 change and the transformation of the telecom­
munications industry that bas been occurrinl since the MFJ, an RBOC's
technology in the local exchange no longer exhibits the JWura1 monopoly
property. Second, u a result of technological chanae and industry transfor­
mation since the MFJ, the RBOCs DO longer benefit from any sipificant entry
barriers. Third, an RBOC could not unfairly leverage its market position in
the local exchange into oc:her markets. Fourth, an RBOC could not employ
cross-subsidies from local service to achieve competitive advantages when
entering other lines ofbusiness. In short, the arguments for continuing the line­
of-business restrictions are no Ionaer consistent with industry conditions lUId
technology.

At the same time, the line-of-bllSiDess restrictions reduce competition and .
deter innovation. As entrants in the interLATA and equipment markets, the
RBOCs would likely be able to exploit economies ofscope and sequence. The
result would be an improvement in consumer welfare through lower costs and
more vigorous competition in these markets. In a dynamic sense, such entry
by the RBOCs would further benefit consumers by enabling the RBOCs to
apply their specialized knowledge to the research and development ofa broader
spectrum of telecommunications products and services.

It is open to question whether the MFl's line-of-business restrictions
benefited consumers a decade "0. Today, they surely do not. The restrictions
sacrifice competition, efficiency, and innovation while attempting to prevent

·1
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conduct that is already prohibited by economic forces. The line-of-business
restrictions should be eliminated.
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.EXHIBIT B

Before the
FEDERAL COMML~ICATIO:\S COM~tISSION

Washington. D.C. ~055~

In the \tatter of

Price Cap Performance Review
for Local Exchange Carriers;
Treatment of Video Dialtone Services
Under Price Cap Regulation

)

)
)
)
)
)

CC Docket No. 94·1

NYNEX COMMENTS

The NYNEX Telephone Companies I C'NYNEX") file these Comments ~ response

to the Commission's Third Further Notice of Proposed Rulemaking ("3d FNPRM")

released September 21, 1995, in the above-eaptioned matter.

I. INTROQUCTION AND NXNEX POSITION

The Commission's Second Report and Order ("2d R&O'') in this matter (which

accompanies the 3d FNPRM) requires LECs to segregate video diaJtone ("VOTj costs and

revenues from those for telephone service for purposes ofthe sharing and low-end

adjustment mechanisms once the LEC's provision ofVOT exceeds a de minimis

threshold.:! The 3d FNPRM seeks comment on the specific level for the de minimis

threshold u well u on procedures for allocating costs to the VOT basket if and when a

LEC exceeds the threshold.3

It is NYNEX's position that the threshold should be set no lower thin the amount

ofdedicated interstate VOT investment that would reduce the LEe overall interstate rate of

The NYNEX Telephone Companies Ire New Enaland Telephone and Telqraph Company and New
York Telephone Company.

2d RctO at' 1.

3d FNPRM at " 39-42.
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return by ~5 basis points. [f and when that threshold is reached. costs should be

apponioned to the VDT basket using the approach in the FCCs price cap new services

test.~ apponion no more than VOT direct costs plus allocated overhead costs reflected in

pricing.

II. THE THRESHOLD FOR REMOVING VDT FROM SHARING AND LOW.
END ADJUSTMENT CALCULATIONS SHOULD BE NO LOWER THAN
THE AMOUNT OF DEDICATED VDT INVESTMENT THAT WOULD
REDUCE LEC OVERALL RATE OF BETURN By 25 BASIS POINTS

By way of background. in the YOT RccOD, Qrdcr,4 the Commission directed LECs

to establish subsidiary accounting records consistent with the Part 32 Unifonn $ystem of

Accounts in order to searegate VOT-related costs and revenues from those for telephone

service. The Commission also required LECs authorized to provide VOT to file

summaries of these subsidiary accounting records with the Commission on a quarterly

basis. The Commission delegated authority to the Chief, Common Carrier Bureau to

determine the content and format of the VOT subsidiary records and quarterly reports.5

The Commission indicates in its 2d RaO that in order to addtess its "concern

regarding the possibility ofcross-subsidization oflEC video clialtone service," it will

exclude VOT costs and revenues from the calculation of lEC interstate earnings for

shariDa IIId low-end adjustment purposes once VOT costs exceed a certain threshold.' The

4

6

II' rh 7 c_x· e... Illtyjljon Crpas-OwnmhiD &yip. CC Docket No.•7·266. 10 FCC Red.
244.1 113 (1994).

IA. On April 3. 1995. the aun.·s Accountinl and AudiU Division iuued &AQ LIM 2' (10 FCC
Red, 6001). which ... fordllplCific luiclelines on .... requiremlDts for ICCOUDbIll clusifications.
subsidiary records. INS IIIllDdmtnts to cost allocllion manuals for LECs chit receive Section 214
authorizlrion to provicM VDT. On September 29. 199'. the CIrief. Common Carrier Bunau released a
Memorandum Opinion IIId Order Idoptin. and implemtDtinl requinmeDts for .. ARMIS quanerly
repon chit will contain wholly dedicaled and shared VOT COllI apcured in subsidilry ICcountinl
records; and an cx&*,ded fori quarter ARMIS report dill will contain VDT cost IIId revenue data
disagrepted by replated IIId nonreguillcd classifications IIId by jurisdictional eatelories. RepgrtjOI
RcgyjmmlQu On Vi, pjaltpD, Cpm And lUDldjetigna.l Spprigm Egr Loo,' ExshMI' Cmjea
DUmn, Yideo Qjaltggc Wi'•• DA 9'·2036. AAD No. 95·59 ("AAQ 9'.,59 Qr.").

2d R&O II' 35.
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Commission proposes to base that threshold on the data carriers are required to submit

under RAO 25:

Using the RAO Lener 2S data. the threshold could be set at
the amount of dedicated video dialtone investment that
would reduce the LEC overall rate of retum by a specified
amount, such (as] 10 or 2S basis points, for example.'

NYNEX agrees with the Commission's suggestion regarding use of2S basis points.

That approach to detennining the threshold will effectively balance the Commission's

public policy objectives of avoiding unnecessary administrative burdens and ensuring that

potentially low initial VDT earnings will not significantly reduce overall LEC earnings

which would potentially reduce sharing obligations.'

Use of dedicated VOT investment in determining the threshold is reuonable since

such invesanent amounts under RAO 25 will be readily obtainable with a minimum of

potential controversy from the LEe's ARMIS fourth quarter report. In addition, use of 25 .

basis points in calculating the threshold is supported by FCC precedent concerning the rate

of return buffer zone for triggerina earnings refund obligations. Under previous Nics. the

Commission prescribed an enforcement buffer of25 basis points above the authorized rate

of return, such that aminp within the buffer were deemed not significant enough to

triller refuad obliptions.' 1Ddeed, prior to 1987 the FCC applied an enforcement buffer

of SO -.. poiD1s.lO

ID. ONCE TIlE TllRESROLD IS REACHED, COSTS SHOULD BE
APPORTIONED TO THE VDT BASKET USING THE APPROACH IN
IRE COMMJMIQN'S PRICE CAP NEW SERVICES DST

3d FNPRM at" 39-40.

2d R.t:O at 1 35.

SII Mel IclccQIDIIMigticm Com y fCC No. 93-1191, Slip Opinion at p. 6 (D.C. Cir. AUI. I, (995)
(discussinl reaulllOl)' history of FCC ... ofraum prescriptions and refund rules).

10 sa id. at p. 4
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The Commission invites comment on an approach for apportioning costs to the

VOT basket for purposes of sharing and low-end adjustments once the threshold has been

passed in the case of LECs that select an X-factor with sharing and low-end adjustments

for telephony. The Commission suggests that it ··could allocate costs to the video dialtone

basket using the approach in the new services test applied in the tariff review process for

setting video dialtone rates .., :' 11

NYNEX agrees with this suggestion and believes two main policy goals should

guide the Commission's decision on this issue. First, the purpose of removing yoT costs

and revenue from sharingllow-end adjustment calculations is to guard against cross­

subsidy of VOT. 12 Second, the Commission should provide for the use of existing data

sources as opposed to imposing new reaulatory requirements and administrative burdens.

NYNEX offers a proposal here which meets these policy goals throuah reliance

upon the Commission's existina price cap new services test mel the required ARMIS

quanerly reports on VDT.13 The appropriate cost IIDOUDts to exclude from the sharing/low

end adjustment mechanisms are all direct costs wholly dedicated to VOT plus the VOT

portion of shared investment and usociated plant related expenses. To the extent that

shlred overhelds are reflected in VOT prices. they may also be removed to calculate the

\I 3d FNPRM at' 41.

11 2d~o at' 3~.
13 We offered such a proposal in our precedinl ftlinlS ill dlislUlW. SII NYNEX Comments filed April

17, 1995, pp. 9-10; NYNEX ReplyC~ filed May 17, 199', pp. 1-9.
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The Commission has already held that its price cap new sen"ices test applies to

VOT. L'nder that test. initial VOT tariff rates must cover direct costs I.! and a reasonable

allocation of overhead costs. I' The Commission expressed the desire that VOT be a

successful service contributing to the recovery of common costs. To this end, the

Commission indicated that the price cap new service rules must not "saddle video dialtone

with an unreasonable proponion of overheads and other common costs:,16

It is important to recognize that as long as VOT rates cover incremental costs, there

is no cross-subsidy of VOT,~ ratepayers for other services are not bearing any costs

incurred as a result ofVOT. 17 By definition, costs other than VOT incremental costs

would exist in any case, i&. independent of VOT, and there is no need for VOT rates to

bear those non-incremental costs to preclude cross-subsidy.

As described above, the FCC has already made very clear that VOT rates under the

price cap new services test must cover aU VOT direct costs. which include aU VOT

incremental costs. II Indeed. by requiriq that such VOT rates also cover allocated non-

incremental costs. the FCC bas more than ensured apinst cross-subsidy ofVOT. To the

same effect, use of the approach in the price cap new services test to calculate VOT costs

104 The Co .._ vieW lpICiftc pidlnce in its yDl lem Qrdp:1bIl VOT direct costs include "the
cOlll_..ca MIOC" willl1be primary plant invlIIIDInl chII is used 10 provide the
~". wei 111oca1ion of ocher COllI ...... lIIOCiIIM wdb Iband plane used to
prov_ vidao GIber .-vices .... [W]e do not .ueipMe ICCepdna 10% I1loc1tion of the
common COllI of shInd p"•NIIOIlable." !d. at" 217-11. BeI_ sucb p&lnt lCCOUftt-related
costs. the Commissioa cIinatd cIIriIrs "10 U'al costs in ocher ICCOU1ItI u diner costs ifChose costs are
reasonably idInti~.~ costs ofvideodialtone Sll'Yice." Jd.at' 219. Sllaiso RAO 25.

IS 111, Commission indiClled dIat "III costs noc D"tated u direct costa ..claaified u overbads" and that
it '"would ROC anaci". ecceptina 10% allocation of overbad • reIIOIlIble." yDI BCSM Order at
.. 220.

16 ld.

17 SIs ScptratiQll Ofe_ CC Docket No. 86-111. 2 FCC Red. 1291,1109, IlOCIS 105 tl214.

•1 yDTRccon Qrdcat"217-19.
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and revenue for removal from interstate regulated earnings calculations would more than

ensure that the sharing and low-end adjustment mechanisms not produce cross-subsidy of

VOT. 19

These VOT cost and revenue amounts can be obtained pursuant to existing

requirements and filings.~ the ARMIS fourth quarter repon of VOT costs and revenue

determined consistent with the YO! Rec0P. Order. RAO 2S and the Bureau's MP 95-59

QaW.~o LEC VOT tariff filings following the price cap new services test will be on file

with the Commission. containing full cost support delineating all direct costs and allocated

overheads.

Any issues on the appropriateness ofLECs' identification ofVOT.costs and

revenue can be adequately resolved in the tariff review process and Commission review of

ARMIS reports. Notably, since YO! is a nascent service which may be offered by camers

utilizing a variety of service features and network architectures, carriers may employ

different cost allocation metbodoloaies respectina YO! shared costs and overheads.21

Given this reasonable potential diversity, the Commission bas identified the tariff review

19 If. ftda, ........COlt aIIoc..wen UIId to remove VOT COlts prior to calculllion of intersale rate

of~",..,..of""""'" end......mecblDiIms, more COllI would be nmovecIlbID
WCMIId tie.........die CoIatDiuiaa's ,ric.. rules. 1bIre is DO bais for lppOI"lioIlilll more COS1S
........__1M CoaDiIIioIl's ,ric...N.which already SO beyond prIYIIItiftI cross-subsidy.
In -. to do so ilia)' be viewId • .,.tin•• undue advlJlrap to ac:cas I'IlIpaytn II die expense of
em....inI VDT Mn'ica.

20 The Commiuion ...dill under dle new services iPPIoach, "ifsomewhat ditrer.t COlI allocation
metbodololia .. UIICl for a sinP LEC due, for eumple, to ditrennces ill teebnololY for various
video diaItone~ we prapoII to weilbt IbIlpplicalioa ofdle differal COIl allocatioD
methoclololia in .... 1I*UIIr." 3d FNPRMII' 41. NYNEX believa dill such • weilbM. approach
will not be~ inasmuch u dle VOT ARMIS quartlrly reports will capcure in lJIadditive manner
the VOT COS1S for a LEe's discrete VOT systems.

2\ sa yDT IF'" 0rW 11'196; Yidtg pialtqnc 0rdIr. CC Docket No. 17-266, 7 FCC Red. S7Il,"
13. 34, 103. n.l 04; Bell MIMrie Iclephone Com;,";" TranwiJIII Nga 741. 1M. Order released JWle
9, 199'.1 16 (CC8); 3d FNPRM at 1 41.
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process for individual LEes as the appropriate \·ehicle for specitically addressing such

"matters,--

The use of these existing regulatory processes will help conserve administrative

effort of the Commission and parties in attaining the Commission's policy goals, Overall.

as the Commission previously found. the "existing rules adequately protect consumers

against improper cross-subsidy and anti-eompetitive activity. ,,23

IV. CONCLUSION

For the reasons stated. ifa LEC's video dialtone dedicated investment corresponds

to a threshold no lower than 25 basis points of interstate return, then the LEC sHould

remove VOT costs and revenue from sharing/low end adjustment calculations. VOT costs

to be removed should be detennined using the approach in the FCC's price cap new

services test, i.e.. remove no more than VOT direct costs and allocated overheads reflected

in pricing.

Respectfully submitted,

New EnalaDd Telephone and
TelelJ'lPh Company

New York Telephone Company

By: lsi Camp.1I L. Aylinl
Campbell L. Ayling

1111 Westchester Avenue
White PlaiDs. New York 10604
(914) 644-6306

Their Attorney
Dateci: October 27. 1995
94-lcc.doc

12 YOx Rcson 0 .....t1 214; Bell Adem Tel.... ComD'Dia-IIIIIIt" 15-16.

11 Vpx alCoa Order II1 166.


